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INTRODUCTION

The Senate Committee on Finance has scheduled a public hear-
ing on April 16, 1997, on certain education and training tax propos-
als. This pamphlet,! prepared by the staff of the Joint Committee
on Taxation, describes certain tax proposals for education and
training contained in (1) the President’s fiscal year 1998 budget;!?
(2) Title III (“Affordable College Act”) of S. 1 (“Safe and Affordable
Schools Act of 1997”), introduced on January 21, 1997, by Senator
Coverdell and others;2 (3) S. 12 (“Education for the 21st Century
Act”), introduced on January 21, 1997, by Senator Daschle and oth-
ers; and (4) S. 2 (“American Family Tax Relief Act”), introduced on
January 21, 1997, by Senator Roth and others. The pamphlet also
analyzes certain issues relating to such proposals.3 ‘ '

Part I of the pamphlet is a summary of present-law tax incen-
tives and direct spending programs for education. Part II describes
certain education and training tax proposals, and provides back-
ground information with respect to such proposals. Part III is an
analysis of certain economic issues relating to the proposals.

1This pamphlet may be cited as follows: Joint Committee on Taxation, Analysis of Proposed
Tax and Savings Incentives for Higher Education (JCS-9-97), April 15, 1997.

1aThe President’s education and training tax proposals (other than the IRA withdrawal provi-
sion for education expenses) were introduced by Senators Daschle and Kennedy (by request) in
S. 559 (“Hope and Opportunity for Postsecondary Education Act of 1997”) on April 10, 1997.
Title I (“Higher Education Tax Incentives Act”) of 8. 559 contains the tax provisions.

2This bill is described in Joint Committee on Taxation, Description of Title III (“Affordable
College Act”) of S. 1 (“Safe and Affordable Schools Act of 1997”) (JCX-1-97), January 21, 1997.

3Certain of the education tax proposals described herein are also described in Joint Commit-
tee 337Taxation, Analysis of Proposed Tax Incentives for Higher Education (JCS-3-97), March
4, 1997. o " '
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L. PRESENT LAW

A, Tax Incentives for Education
In general

Taxpayers generally may not deduct education and training ex-
penses. However, a deduction for education expenses generally is
allowed under section 162 if the education or training (1% maintains
or improves a skill required in a trade or business currently en-
gaged in by the taxpayer, or (2) meets the express requirements of
the taxpayer’s employer, or requirements of applicable law or regu-
lations, imposed as a condition of continued employment (Treas.
Reg. sec. 1.162-5). However, education expenses are not deductible
if they relate to certain minimum educational requirements or to
education or training that enables a taxpayer to begin working in
a new trade or business. In the case of an employee, education ex-
penses (if not reimbursed by the employer) may be claimed as an
itemized deduction only if such expenses meet the above-described
criteria for deductibility under section 162 and only to the extent
that the expenses, along with other miscellaneous deductions, ex-
ceed 2 percent of the taxpayer’s adjusted gross income (AGI).

Exclusion for employer-provided educational assistance

A special rule allows an employee to exclude from gross income
for income tax purposes and from wages for employment tax pur-
poses up to $5,250 annually paid by his or her employer for edu-
cational assistance (sec. 127). In. order for the exclusion to apply
- certain requirements must be satisfied, including a requirement
that not more than 5 percent of the amounts paid or incurred by
the employer during the year for educational assistance under a
qualified educational assistance program can be provided for the
class of individuals consisting of more than 5-percent owners of the
employer and the spouses or dependents of such more than 5-per-
cent owners. This special rule for employer-provided educational
assistance expires with respect to courses beginning after June 30,
19974 (and does not apply to graduate level courses beginning after
June 30, 1996).

For purposes of the special exclusion, educational assistance
means the payment by an employer of expenses incurred by or on
behalf of the employee for education of the employee including, but
not limited to, tuition, fees, and similar payments, books, supplies,
and equipment. Educational assistance also includes the provision
by the employer of courses of instruction for the employee (includ-
ing books, supplies, and equipment). Educational assistance does

*The statutory language of the Small Business Job Protection Act of 1996 provides that the
exclusion exglires with respect to courses beginning after June 30, 1997. The legislative history,
however, indicated Congressional intent to extend the exclusion for employer-provided edu-
cational assistance only with respect to courses beginning before June 1, 1997.

(2)
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not include tools or supplies which may be retained by the em-
ployee after completion of a course or meals, lodging, or transpor-
tation. The exclusion does not apply to any education involving
sports, games, or hobbies. =~ - L
In the absence of the special exclusion, employer-provided edu-
cational assistance is excludable from gross income and wages as
a working condition fringe benefit (sec. 132(d)) only to the extent
the education relates to the employee’s current job (as determined
under sec. 162). R U e

Exclusion for interest earned on savings bonds

Another special rule (sec. 135) provides that interest earned on
a qualified U.S. Series EE savings bond issued after 1989 is exclud-
able from gross income if the proceeds of the bond upon redemption
do not exceed qualified higher education expenses paid by the tax-
payer during the taxable year.5 “Qualified higher education ex-
penses” include tuition and fees (but not room and board expenses)
required for the enrollment or attendance of the taxpayer, the tax-
payer’s spouse, or a dependent of the taxpayer at certain colleges,
universities, or vocational schools. The exclusion provided by sec-
tion 135 is phased out for certain higher-income taxpayers, deter-
mined by the taxpayer’s modified AGI during the year the bond is
redeemed. For 1996, the exclusion was phased out for taxpayers
with modified AGI between $49,450 and $64,450 ($74,200 and
$104,200 for joint returns). To prevent taxpayers from effectively
avoiding the income phaseout limitation through issuance of bonds
directly in the child’s name, section 135(c)(1)(B) provides that the
interest exclusion is available only with respect to U.S. Series EE
savings bonds issued to taxpayers who are at least 24 years old.

Qualified scholarships

Section 117 excludes from gross income amounts received as a
qualified scholarship by an individual who is a candidate for a de-
gree and used for tuition and fees required for the enrollment or
attendance (or for fees, books, supplies, and equipment required for
courses of instruction) at a primary, secondary, or post-secondary
educational institution. The tax-free treatment provided by section
117 does not extend to scholarship amounts covering regular living
expenses, such as room and board. There is, however, no dollar lim-
itation for the section 117 exclusion, provided that the scholarship
funds are used to pay for tuition and required fees. In addition to
the exclusion for qualified scholarships, section 117 provides an ex-
clusion from gross income for qualified tuition reductions for edu-
cation below the graduate level provided to employees of certain -
educational organizations. Section 117(c) specifically provides that
the exclusion for qualified scholarships does not apply to any
amount received by a student that represents payment for teach-
ing, research, or other services by the student required as a condi-
~ tion for receiving the scholarship.

SIf the agg:‘egate redemption amount (i.e., principal plus interest) of all Series EE bonds re-
deemed by the taxpayer during the taxable year exceeds the qualified education expenses in-
curred, then the excludable portion of interest income is based on the ratio that the education
expenses bears to the aggregate redemption amount (sec. 135(b)).



Student loan forgivéness :

In the case of an individual, section 108(f) provides that gross in-
come subject to Federal in¢ome tax does not include any amount
from the forgiveness (in whole or in part) of certain student loans,
provided that the forgiveness is contingent on the student’s work-
ing for a certain period of time in certain professions for any of a
broad class of employers (e.g., providing health care services to a
nonprofit organization). Student loans eligible for this special rule
must be made to an individual to assist the individual in attending
an education institution that normally maintains a regular faculty
and curriculum and normally has a regularly enrolled body of stu-
dents in attendance at the place where its education activities are
regularly carried on. Loan proceeds may be used not only for tui-
tion and required fees, but also to cover room and board expenses
(in contrast to tax-free scholarships under section 117, which are
limited to tuition and required fees). In addition, the loan must be
made by (1) the United States (or an instrumentality or agency
thereof), (2) a State (or any political subdivision thereof{ (3) certain
tax-exempt public benefit corporations that control a State, county,
or municipal hospital and whose employees have been deemed to
be public employees under State law, or (4) an educational organi-
zation that originally received the funds from which the loan was
made from the United States, a State, or a tax-exempt public bene-
fit corporation. Thus, loans made with private, nongovernmental
funds are not qualifying student loans for purposes of the section
108(f) exclusion. As with section 117, there is no dollar limitation
for the section 108(f) exclusion. '

Qualified State prepaid tuition programs

Section 529 (enacted as part of the Small Business Job Protection
Act of 1996) provides tax-exempt status to “qualified State tuition
programs,” meaning certain programs established and maintained .
by a State (or agency or instrumentality thereof) under which per-
sons may (1) purchase tuition credits or certificates on behalf of a
designated beneficiary that entitle the beneficiary to a waiver or
payment of qualified higher education expenses of the beneficiary,
or (2) make contributions to an account that is established for the
purpose of meeting qualified higher education expenses of the des-
ignated beneficiary of the account. “Qualified higher education ex-
penses” are defined as tuition, fees, books, supplies, and equipment
required for the enrollment or attendance at a college or university
(or certain vocational schools). Qualified higher education expenses
do not include room and board expenses. Section 529 also provides
that no amount shall be included in the gross income of a contribu-
tor to, or beneficiary of, a qualified State tuition program with re-
spect to any distribution from, or earnings under, such program,
except that (1) amounts distributed or educational benefits pro-
vided to a beneficiary (e.g., when the beneficiary attends college)
will be included in the beneficiary’s gross income (unless excludable
under another Code section) to the extent such amounts or the
value of the educational benefits exceed contributions made on be-
half of the beneficiary, and (2) amounts distributed to a contributor
(e.g., when a parent receives a refund) will be included in the con-
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tributor’s gross income to the extent such amounts exceed contribu-
tions made by that person. - S TS

Individual Retirement Arrangements (“IRAs”)

An individual may make deductible contributions to an individ-
ual retirement arrangement (“IRA”) for each tazable year up to'the
lesser of $2,000 or the amount of the individual’s compensation for
the year if the individual is not an active participant in an em-
ployer-sponsored qualified retirement plan (and, if married, the in-
dividual’s spouse also is not an active participant). Contributions
may be made to an IRA for a taxable year up to April 15th of the
following year. An individual who makes excess contributions to an
IRA, i.e., contributions in excess of $2,000, is subject to an excise
tax on such excess contributions unless they are distributed from
the IRA before the due date for filing the individual’s tax return
for the year (including extensions). If the individual (or his or her
spouse, if married) is an active participant, the $2,000 limit is

ased out between $40,000 and $50,000 of adjusted gross income
E‘AGI”) for married couples and between $25,000 and $35,000 of
AGI for single individuals. o ‘

Present law permits individuals to make nondeductible contribu-
tions (up to $2,000 per year) to an IRA to the extent an individual
is not permitted to (or does not) make deductible contributions.
Earnings on such contributions are includible in gross income when
withdrawn.

An individual generally is not subject to income tax on amounts
held in an IRA, including earnings on contributions, until the
amounts are withdrawn from the IRA. Amounts withdrawn from
an IRA are includible in gross income (except to the extent of non-
deductible contributions). In addition, a 10-percent additional tax
generally applies to distributions from IRAs made before age 59%2,
unless the distribution is made (1) on account of death or disability,
(2) in the form of annuity payments, (3) for medical expenses of the
individual and his or her spouse and dependents that exceed 7.5

ercent of AGI, or (4) for medical insurance of the individual and

is or her spouse and dependents (without regard to the 7.5 per-
cent of AGI floor) if the individual has received unemployment
compensation for at least 12 weeks, and the withdrawal is made
in the year such unemployment compensation is received or the fol-
lowing year. If a self-employed individual is not eligible for unem-
ployment compensation under applicable law, then to the extent
];;rovided in regulations, a self-employed individual is treated as

aving received unemployment compensation for at least 12 weeks
if the individual would have received unemployment compensation
but for the fact that the individual was self-employed. The excep-
tion to the additional tax ceases to apply if the individual has been
reemployed for at least 60 days.

B. Background Data on College Enrollment and Costs

Since 1990, more than 14 million students have enrolled annu-
ally in post-secondary education or training programs, with ap-
proximately 78 percent enrolled in public institutions and 22 per-
cent in private institutions in 1994. The full-time equivalent enroll-
ment has exceeded 10 million in every year since 1990. Of all those
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enrolled in 1994, 61 percent were enrolled in four-year institutions.
From the average high school sophomore class in 1980, 66.4 per-
cent had enrolled in some form of post-secondary education or
training program by 1992. During this period, 7.9 percent had at-
tained an associate’s degree, 20 percent had attained a bachelors
degree, 2.7 percent had attained a master’s degree, and 1.1 percent
had attained a doctorate or professional degree.®

In every year since 1981, the costs of attending a two- or four-
year college have risen faster than the rate of inflation; by contrast,
in the late 1970s, college costs lagged behind inflation. Table 1
below details average tuition and fees by type of college in both
current and constant (inflation adjusted) dollars since 1986. Since
1976, college tuition and fees generally have risen 70 percent more
than the economy’s overall price level. For the 1975-76 academic
year, the total cost? of attending a four-year private college aver-
aged $4,391 (tuition and fees of $2,240) and the total cost of attend-
ing a four-year public college averaged $2,679 (tuition and fees of
$578). For the 1986-87 academic year, the comparable total cost fig-
ure had risen to $9,755 (tuition of $6,581) for a four-year private
college and to $3,921 (tuition of $1,285) for a four-year public col-
lege. By the 1995-96 academic year, the comparable total cost fig-
ure had risen to $17,631 (tuition and fees of $12,432) for a four-
year private college and to $6,283 (tuition and fees of $2,860) for
a four-year public college.8 For the 1995-96 academic year, the av-
;rage']oost of tuition and fees at a two-year public college was

1,387. '

Over the past decade, governmental funding of higher education
has declinedp as a share of total funding. Table 2 reports the reve-'
nues of all institutions of higher education by source. The table
documents that as a source og all revenues Federal funds have re-
mained relatively constant while State and local funding has de-
clined. Tuition and fees have increased in importance while other
private funding has increased modestly. As Table 2 details, State
and local contributions have not declined in dollar terms and, in
fzslg., grew 7-percent faster than inflation over the period 1985 to
1994. : :

¢ National Center for Education Statistics, The Condition of Education 1996.

7“Total cost” includes tuition and fees, and on-campus room and board costs.

8U. S. General Accounting Office, Higher Education: Tuition Increasing Faster Than House-
hold Income and Public Colleges’ Costs (GAO/HEHS-96-154), August 1996; Center for Education
Statistics, The Condition of Education 1987; and Susan Boren, “Selected Tables and Readings’
Rglsated to College Cost,” Congressional Research Service, Library of Congress, September 16,



Table 1.—Average Undergraduate Tuition and Fees, 1986-87 Through 1985-96

Current dollars Constant 1995 dollars
Year _ Private  Private _Public Public  Private  Private _Public Public
four-yea¥ two-year four-year {wo-year four-year two-year four-year {wo-year
198687 ..ccvvvrerrinensennes 6,581 3,816 1,285 6567 9,016 5,228 1,761 900
198788 ..coocevvrnrennrranee 7,048 4, 265 1 485 739 9 273 5,612 1,954 972
1988—89 ...cccreeverrnnnnnns 8,004 4 411 1, 578 799 10, 071 5,660 1,985 1,005
1989-90 ...ccccvcrrnrecunnes . 8, 663 4 638 1, 1696 841 10, 395 5,566 2,035 1,009
1990-91 ....ccccrernnivnnncs 9, 840 4 990 1, 908 906 10,622 5,675 2,170 1,030
199192 ....ccecvenrerecees 9, 812 5, 294 2 107 1,022 10,814 5,835 2,322 1,126
1992-93 ......ccceee eseesose 10, 449 5 754 2 334 1,116 11,168 6,150 2,495 1,193
1993-94 ......cceiiinrnnneie 11,007 6,228 2,535 1,245 11,465 6,487 2, 640 1,297
1994-95 .......ccoens oavens. 11,719 6,128 2,705 1, 310 11,868 6,206 2, 739 1,327
199596 .....ccccecercrnnnens 12, 432 6, 350 2, 860 1, 387 12,264 6,264 2, 821 1,368

mNgm ~~Tuition averages apply to undergraduate costs only, and are welghted by enrollment. 'l‘mtxon ‘is based on 30 semester or 45 quar-
ours.

Source: U.S. General Accountin 995 Office, Higher Education: Tuition Increasing Faster Than Household Income and Public Colleges’ Costs
(GAO/HEHS-96-154), August 1 ,



Table 2,—~Current Funds and Revenues of All Institutions of Higher Education by Source, Selected
Years, 1985-86 Through 1993-94

{Amounts in millions]
Tuition and fees State and local Federal sources Other sources Total
Year sources
Dollar Percent Dollar Percent Dollar Percent Dollar Percent Dollar Percent
1985-86 .....covvvevrenen. 23,117 29.2 32,456 409 10,466 13.2 13,259 16.7 79,299 100.0
1989-90 .....ccovvvererennn 33,926 31.1 41,989 384 14,016 128 19,310 17.7 109,242 100.0
1993-94 ............ weveenes 48,647 34.9 46,909 33.7 18,678 13.4 25,098 18.0 139,331 100.0

Source: U.S. Department of Education, “Current Funds Revenues and Expenditures of Institutions of Higher Education: Fiscal Years 1986
through 1994,” as reported in Wayne C. Riddle, “State Roles in Post Secon Education and the Higher Education Act (HEA): Options for
HEA Reauthorization,” Congressional Research Service, Library of Congress, Report No. 97-40EPW, December 23, 1996, p. 40.
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C. Federal Direct Aid to Students for Post-Secondary
« . Education -

In general, prior to receiving any Federal grant or subsidized
loan, a student must undergo a “need analysis” to establish his or
her financial eligibility. Financial eligibility is determined by a for-
mula established in Title IV of the Higher Education Act, the Fed-
eral law that authorizes direct student aid programs. The formula
generally calculates the amount that a student and his or her fam-
ily can contribute to the costs of attending the student’s post-sec-
ondary educational institution (including tuition and fees, room
and board, supplies, transportation, and other miscellaneous ex-
penses), based on the costs of attendance and the assets of the stu-
dent and his or her family. These calculations are used to deter-
mine which students are eligible to receive Pell Grants and sub-
sidized Stafford Loans and the amounts they are eligible to receive.
Financial aid administrators then use this information to deter-
mine which students are eligible for other types of Federal student
aid and the amounts they are eligible to receive. The result of this
process is that eligible students generally receive an aid package
that consists of funds from several Federal programs, and also in-
cludes State and private funds. The following is a description of
current Federal direct aid programs for post-secondary education.

Grant programs

Pell Grants

Pell Grants provide a foundation of financial aid, to which aid
from other Federal and non-Federal sources may be added. Stu-
dents must apply for a Pell Grant before their eligibility for other
Federal student aid programs is determined, To qualify, the stu-
dent must be an undergraduate enrolled at least half-time. In addi-
tion, the student or his or her parents must satisfy a needs test
based on the student’s or parents’ current income and accumulated
assets. ) ' .

The maximum Pell Grant award for the 1997-98 academic year
is $2,700; no repayment is required. The President’s fiscal year
1998 budget proposes to increase the maximum award by $300 to
$3,000 for the 1998-99 school year. Pell Grants generally are avail-
able for no more than five years of undergraduate study. Pell
Grants are awarded without regard to the school the student choos-
es to attend.” - o gt i e RTE S R

For academic year 1995-96, approximately 3.8 million under-
graduates received Pell Grants. Over 91 percent of the recipients
came from families with annual incomes of $30,000 or less; these
fecipgients received approximately 95 percent of total award dol-
ars.

¢

Supplemental Educational Opportunity Grants

A TFederal Supplemental Educational Opportunity Grant
(“FSEOG”) is an award for undergraduates with exceptional finan-
cial need, with priority given to Pell Grant recipients. One of the

9Data compiled by the National Association of Independent Colleges and Universities
(“NAICU").
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three so-called “campus-based” programs for Federal student aid 10
, FSEOG funds are matched 25 percent by colleges and univer-
sities. As a grant, it does not have to be repaid. The maximum
FSEOG is $4,000 per year. The size of the grant a student receives
del;;erids upon need and the availability of FSEOG funds at the
school. ' .
In academic year 1995-96, approximately 980,000 students re-
ceived FSEOG awards. The average award was $745. Most FSEOG
awards are provided to student from low- and moderate-income
families. In academic year 1993-94, 79 percent of dependent under-
aduate recipients came from families with incomes of less than
30,000.11

State Student Incentive Grants

State Student Incentive Grants (“SSIG”) provide grants to those
States which establish a scholarship program and use State funds
partially to match the Federal funds. Federal funds must be
matched at least 50 percent at the State level. The States establish
the eligibility criteria and the amount each student receives. In
contrast to the Pell Grant and FSEOG programs, SSIG grants are
available to undergraduates and graduate students. Generally,
however, over 90 percent of SSIG recipients are undergraduates.

In academic year 1995-96, approximately 650,000 students re-
ceived SSIG awards. The average award was approximately $1,000.
The median family income of SSIG award recipients is $12,053.12

Loan programs
Federal Stafford Loans

Federal Stafford Loans are the Federal Government’s primary
source of self-help aid to post-secondary students (both undergradu-
ates and graduate students). The loans are available either as (1)
direct loans from the government through the William D. Ford Fed-
eral Direct Loan Program (such loans are called “Federal Direct
Stafford/Ford Loans”), or (2) loans from a bank, credit union, or
other lender that are guaranteed by the Federal government under
the Federal Family Education Loan (“FFEL”) Program. Stafford
Loans may be subsidized on the basis of financial need;
unsubsidized loans are available regardless of financial need. With
a “subsidized loan,” interest does not begin to accrue until the re-
payment period begins (generally six months after a borrower grad-
uates, leaves school, or drops below half-time enrollment). To qual-
ify for a Stafford Loan, a student must be enrolled at least half-
time in an eligible program and must satisfy certain other eligi-
bility criteria. Dependent undergraduate students can borrow in ac-
cordance with the following limits:

10The other “campus-based” programs (Federal Work-Study and Federal Perkins Loans, de-
scribed below) also require a matching amount to be paid by the school itself or by a State en-
tity. . ... . "
11 Data“¢ompiled by NAICU. r
.12Data compiled by NAICU. :
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Table 3.—Federal Direct Stafford/Ford Loan Limits

Dependent Independent studen:
‘student Piosaain —r——
Academic level Total sub- o ::lif):al L “Total
‘ sidized &  unsubsidized  amount ( o
Mhva vy AP o Loamount
Annual Limits
First-year undergradu-
ate: N . .
Full year ......cceeene. $2,625 $4,000 $6,625
'2/3 up to full year .... $1,750 $2,500 $4,250
¥s up to ¥ year ...... $875 $1,500 $2,375
Second-year under-
graduate: '
Full year .......ccccceen. $3,500 4,000 $7,500
%3 up to full year .... prorated - $2,500 prorated
Y3 up to ¥ year ...... prorated $1,500 - prorated
Third-year [remainder , :
undergraduate:
Full year .........ccoeeu. $5,500 $5,000 $10,500
Less than full year  prorated prorated prorated
Graduate [ profes- :
sional student ............. $8,500 subsidized + $10,000
unsubsidized = $18,500
. Aggregate Debt Outstanding
Undergraduate ............... $23,000 R $46,000
Graduate [ profes-
sional student ............. $65,500 subsidized + $73,000

unsubsidized = $138,500 (including un-
’ dergraduate loans)

Source: Congressional Research Service, The Library of Congress, “The Federal
Direct Student Loan Program,” Margot A. Schenet, updated October 16, 1996.

The interest rate on Stafford Loans (Federal Direct Stafford/Ford
Loans or FFEL Stafford Loans) issued after July 1, 1994, is ad-
justed annually and can never exceed 8.25 percent. There are four
repayment options available to Federal Direct Stafford/Ford Loan
borrowers. Under the Standard Repayment Plan, a borrower re-
pays a fixed amount each month for up to 10 years. The Extended
Repayment Plan permits a borrower to extend repayment over a
period that is 12 to 30 years, depending on the loan amount. Under
the Graduated Repayment Plan, monthly payments increase over
the repayment period, which generally is 12 to 30 years. Finally,
under the Income-Contingent Repayment Plan, the monthly pay-
ments are based on the former student’s annual income and the
outstanding loan amount. After 25 years, any remaining balance on
the loan is forgiven. FFEL Stafford Loans disbursed after July 1,
1993, can be repaid using a standard, graduated, or income-sen-
sitive repayment plan, but must be repaid within 10 years.

Approximately 465,000 Federal Direct Stafford/Ford Loans were
provided to undergraduate and graduate students in academic year

0748 Q7 -2
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1994-95. 65 percent of these direct loans were subsidized and 29
percent were unsubsidized; the remainder were Federal Direct
Stafford/Ford PLUS Loans (described below). The average sub-
;giiaze’;i 1:lgoan was $3,701 and the average unsubsidized loan was
$3,617.

In fiscal year 1995, 3.7 million subsidized Stafford Loans and 1.8
million unsubsidized Stafford Loans were provided to students
under the FFEL Program. In academic year 1992-93, 52 percent of
the subsidized FFEL Stafford Loan recipients came from families
with annual incomes of $30,000 or less. Nearly 88 percent of the
borrowers who received subsidized FFEL Stafford Loans were un-
dergraduates. The average FFEL Stafford Loan for undergraduates
was $2,673; the average loan for graduate students was $5,924.
The average FFEL Stafford Loan for all students was $3,070.14

Perkins Loans

Federal Perkins Loans are low-interest loans (currently five per-
cent) for undergraduate and graduate students with exceptional fi-
nancial need. They are administered by participating schools and
funded through Federal appropriations and institutional matching
funds (25 percent matching).

The student may borrow up to $3,000 for each year of under-
graduate study (with a maximum of $15,000 as an undergraduate).
Graduate students may borrow up to $5,000 per year of study, with
a maximum total of $30,000 for all undergraduate and graduate/
professional education.

No payment of principal or interest is required until nine months
after the student graduates or leaves school. A Federal Perkins
Loan may be canceled in the event of the death or permanent dis-
ability of the borrower, or if the borrower performs certain teach-
ing, military or public service. The Higher Education Amendments
of 1992 broadened the category of statutory cancellations for Fed-
eral Perkins loans, which has resulted in increasing usage of such
cancellation provisions by borrowers in recent years. Current can-
- celllaalltion conditions for Federal Perkins Loans are listed below in
Table 4.

'3 Data compiled by NAICU from information provided by the College Board.
14 Data compiled by NAICU.
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Table 4.—Conditions for Discharge or Cancellation of
Indebtedness for Federal Perkins Loans

" Cancellation condition o Amount canceed o

Borrower’s local permanent disability

OF death ..ooveenriieeereerserennererecereeeens 100%.
Full-time teacher in a designated ele-

mentary or secondary school serving

students from low-income families .... Up to 100%.
Full-time special education teacher—

includes teaching children with dis-

abilities in a public or other non-

profit elementary or secondary school Up to 100%.
Full-time qualified professional pro-

vider of early intervention services ,

for the disabled ....... reerreessnssssuessntesaeeeses Up to 100%.1-2
Full-time teacher of math, science, for-

eign languages, bilingual education,

or in other fields designated as _ ‘

teacher shortage areas .......ccccccevviennse. Up to 100%.1.3
Full-time employee of a public or non-

profit child or family service agency

providing services to high-risk chil-

dren and their families from low-in-

come COMMUNItIES ..oceereeiviiinerieiniinnne Up to 100%.1:2
Full-time nurse or medical technician .. Up to 100%.1-2
For loans made on or after November

29, 1990—service as full-time law en- v

forcement or corrections officer .......... Up to 100%.4
Full-time service as a staff member in :

the educational component of a Head

Start Program .....cc..cccccevveeenneeeiiinnnenns Up to 100%.5
Service as a Vista or Peace Corps Vol-
UNLEEY ..vveveeerinreaseeneeericessstmrsnsssssossansnses Up to 70%.5
Service in the Armed Forces .................. Up to 50% in areas of
hostilities or imminent
danger.’
Bankruptey ..ccoeceeereerensninnnneisiaennieesinnesanes In some cases.6

Closed School (before student could
complete program of study) or False
Loan Certification .........ceececeeeereeaerneene No.

1For loans received on or after January 1, 1986. :

2This benefit applies to Federal Perkins loans made on or after July 23, 1992.
" 3Seven years must have passed between the date the loan became due and the
date the borrower files for bankruptcy (not counting deferment periods).

4Service qualifies for deferment also for loans made on or after July 1, 1993.

5Service qualifies for deferment also.

6If seven years have not passed, cancellation is possible only if the bankruptcy
court rules that repayment would cause undue hardship.

Source: U.S. Department of Education, Student Financial Assistance Programs,
“The Student Guide, 1996-97". '

In academic year 1995-96, approximately 776,000 students re-
ceived Perkins Loans. The average loan amount was $1,342. In
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academic year 1993-94, 48 percent of the dependent undergraduate
Perkins Loan recipients came from families with annual incomes of
$30,000 or less. Approximately 88 percent of recipients of Perkins
Loans were undergraduates.15

PLUS Loans (Loans for Parents)

PLUS Loans are for parent borrowers and are available through
both the Federal Direct Stafford/Ford Loan program and the FFEL
program. PLUS Loans are not need-based. The interest rate on
PLUS Leans is variable, but can never exceed 9 percent.

PLUS Loans enable parents to borrow the student’s costs of at-
tendance, minus any other financial aid received by the student.
Repayment of PLUS Loans must begin 60 days after the final loan
disbursement. With respect to Federal Direct Stafford/Ford PLUS
Loans, parents may choose the Standard, Extended, or Graduated
Repayment options (described above). The income-contingent repay-
ment option is not available for Federal Direct Stafford/Ford PLUS
Loans. FFEL Plus Loans must have a minimum annual payment
of $600 and a maximum repayment period of 10 years.

For the academic year 1994-95, approximately 32,550 Federal Di-
rect Stafford/Ford PLUS Loans were issued, with an average loan
amount of $5,749. In fiscal year 1995, approximately 298,000 FFEL
PLUS Loans were issued. Approximately 25 percent of FFEL PLUS
gecipients came from families with annual incomes of less than

30,000.16 : :

Consolidation Loans

Consolidation loans enable a borrower to combine different types
of Federal student loans into one loan to simplify repayment, and
perhaps to gain additional deferment possibilities. Consolidation
loans are available under both the Federal Direct Stafford/Ford
Loan and FFEL loan programs; however, the terms of consolidation
loans vary under each program. .

There are three types of consolidation loans under the Federal
Direct Stafford/Ford Loan program--Direct subsidized consolidation
loans, Direct unsubsidized consolidation loans, and Direct PLUS
consolidation loans. FFEL borrowers may consolidate using a Di-
rect consolidation loan. The interest rate on the subsidized and
unsubsidized loans varies, but cannot exceed 8.25 percent. The in-
terest rate on Direct PLUS consolidation loans also varies, but can-
not exceed 9 percent. The four repayment options that are avail-
able to Federal Direct Stafford/Ford Loan borrowers are available
for the consolidation loans, except that the income-contingent re-
payment option is not available for Direct PLUS consolidation
loans.

There are two types of consolidation loans under the FFEL pro-
gram--subsidized and unsubsidized. Federal Direct Stafford/Ford
Loans may not be consolidated under an FFEL consolidation loan.
The interest rate on FFEL consolidation loans is the weighted aver-
age of the original interest rates of the loans being consolidated.

15 Data compiled by NAICU.
16 Data compiled by NAICU.
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Work-study programs
Federal Work-Study Program

The Federal Work-Study (“FWS”) Program provides wage sub-
sidies to colleges for jobs held by undergraduate and graduate stu-
dents who need financial aid. Federal work-study funds are
matched 25 percent by colleges, universities, or nonprofit or gov-
ernmental entities where the students are employed. The student
must be paid at least the Federal minimum wage, but may be paid
more depending upon the type of work. A student’s award of FWS
funds depends upon level or need and the availability of funds at
~ the school, and other sources of aid. Institutions are currently re-
quired to spend at least 5 percent of their Work-Study allocation
to pay students working in community service jobs. The President’s
fiscal year 1998 budget would increase Federal work-study funding
by 3 percent, to $857 million.

In academic year 1995-96, approximately 708,000 students re-
ceived FWS awards. The average award was $1,065. In 1993-94, 49
percent of the dependent undergraduate recipients of FWS awards
came from families with incomes of $30,000 or less. Approximately
95 percent of all recipients were undergraduates.?

AmeriCorps

The AmeriCorps program provides full-time educational awards
in return for work performed by a student in an approved commu-
nity service job. The community service work can occur before, dur-
ing, or after the student receives post-secondary education, and the
award monies may be used either to pay current educational ex-
penses or to repay outstanding Federal student loans.

17 Data compiled by NAICU.



IL. DESCRIPTION AND BACKGROUND OF PROPOSALS

A. Tax Incentives for Education Expenses
1. Tuition tax credit

a. HOPE scholarship tuition tax credit (President’s Fiscal
Year 1998 Budget and sec. 102 of S. 559)

Description of Proposal

~Individual taxpayers would be allowed to claim a non-refundable
credit against Federal income taxes up to $1,500 per student per
year for tuition and required fees (but not room and board ex-
penses) for the first two years of the student’s post-secondary edu-
cation in a degree or certificate program. The education expenses
must be incurred on behalf of the taxpayer, the taxpayer’s spouse,
or a dependent. The credit would be available with respect to an
individual student for two taxable years, provided that the student
has not completed the first two years of post-secondary education.
With respect to each student, a taxpayer may claim either the cred-
it or the proposed above-the-line deduction (described below). If, for
any taxable year, a taxpayer chooses to claim a credit with respect
to a particular student, then the proposed above-the-line deduction
will not be available with respect to that particular student for that
year (although the proposed deduction may be available with re-
spect to that student for other taxable years, such as after the stu-
dent completes two years of college and no longer is eligible for the
credit). For one taxable year, a taxpayer may claim the proposed
above-the line deduction for education expenses with respect to one
student and also claim the credit with respect to other students. An
eligible student would not be entitled to claim a credit under the
proposal if that student is claimed as a dependent for tax purposes
by another taxpayer. If a parent claims a student as a dependent,
any education expenses paid by the student would be treated as
paid by the parent for purposes of the proposal.
With respect to each individual student, a taxpayer is limited to
a tuition tax credit of the lesser of the qualified education expenses
incurred during the taxable year with respect to that student or
the maximum credit amount. The maximum credit amount for a
taxable year would be $1,500, reduced by any Federal educational
grants, such as Pell Grants, awarded to the student for that year
(or for education beginning in the first three months of the next
year, if credits are claimed based on payments for that education).
Beginning in 1998, the maximum credit amount would be indexed
for inflation, rounded down to the closest multiple of $50.
The maximum credit amount would be phased out ratably for
taxpayers with modified AGI between $50,000 and $70,000
($80,000 and $100,000 for joint returns). Modified AGI would in-

(16)
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clude taxable Social Security benefits and amounts otherwise ex-
cluded with respect to income earned abroad (or income from Puer-
to Rico or U.S. possessions). Modified AGI for purposes of the credit
would be determined without regard to the proposed above-the-line
deduction for higher education expenses (described below) in cases
where the credit is claimed with respect to one student and the de-
duction is claimed with respect to another student in the same tax-
able year. Beginning in 2001, the income phase-out ranges would
ge ixédexed for inflation, rounded down to the closest multiple of
5,000. ‘

The credit would be available for “qualified higher education ex-
penses,” meaning tuition and fees required for the enrollment or at-
- tendance of an eligible student (e.g., registration fees, laboratory
fees, and extra charges for particular courses) at an eligible institu-
tion. Charges and fees associated with meals, lodging, student ac-
tivities, athletics, insurance, transportation, books, and similar per-
sonal, living or family expenses would not be included. The ex-
Eenses of education involving sports, games, or hobbies would not

e qualified higher education expenses unless this education is part
of a degree program.’ ‘ : ~

An e%irgible student would be one who is enrolled or accepted for
enrollment in a degree, certificate, or other program (including a
program of study abroad approved for credit by the institution at
which such student is enrol?ed) leading to a recognized educational
credential at an eligible institution o% higher